Introduction
The level of integration of agricultural markets is a critical determinant of agricultural price policy in developing countries, particularly large ones. If agricultural markets are not integrated, then any local food scarcity will tend to persist, as distant markets (with no scarcity) will not be able to respond to the price signals of such isolated markets (Dreze and Sen, 1995) . Lack of integration can often lead to localized food scarcity, even famines (Currey and Hugo, 1985) . Testing for such integration is, therefore, central to determining the (geographical) level at which agricultural price policy should be targeted, at least in the short-run. If all agricultural markets were not integrated at the national level then a national agricultural price policy would not be suitable. It would be more appropriate to target a common price policy to a set of integrated markets. In the longer run it would be imperative to enhance market integration across the board in order to reap the advantages of a large market.
This chapter conducts robust tests for market integration in 55 wholesale rice markets in India. We briefly review the literature, followed by reviews of the data and methodology. Next we present the results, then review some restrictions on internal trade in India. The conclusion follows. 
A Brief Literature Review -Three Generations of Market Integration Studies
Testing for market integration is central to the design of an agricultural price policy in large developing countries and has been an area of abiding research interest. This literature can be divided into three broad categories. Until recently two broad approaches had been used to investigate market integration: (i) that devised prior to the use of cointegration techniques (for example, Goletti, 1994 , Ravallion 1988 , and Currey and Hugo, 1984 ; (ii) those using cointegration methods of the Engle-Granger variety (for example, Dercon, 1995, Jha et al., 1997) and those using Johansen maximum-likelihood techniques (for example, Wilson, 2003) . To the extent that agricultural prices tested are non-stationary the latter technique is more appropriate. However, recent work has pointed out some deficiencies even in the popular cointegration approach.
The Goletti-Ravallion tests conceive of two forms of market integration. One is between a 'central' market and any other market. This involves estimation of (13.1).
(13.1)
where P it = price in ith central market at time t; P kt = price in kth market at time t; X it = vector of exogenous variables (in high frequency, for example, monthly data, time is the sole exogenous variable; it = stochastic error term; 's, 's and c's are parameters to be estimated. (13.1) states that condition on i being the central market, the price in the ith market is determined by its own lags and the lagged prices in other markets along with exogenous variables.
The second notion of market integration generalizes the notion of the central market and, therefore, considers bilateral market integration between any pair of markets i and j. This involves estimation of (13.2): (ii) Short-run market integration
